Woman C.P.A.
Volume 38

Issue 1

Article 8

1-1976

Personal Management: Inflation and You
Ruth H. Bullard

Follow this and additional works at: https://egrove.olemiss.edu/wcpa
Part of the Accounting Commons, and the Women's Studies Commons

Recommended Citation
Bullard, Ruth H. (1976) "Personal Management: Inflation and You," Woman C.P.A.: Vol. 38 : Iss. 1 , Article 8.
Available at: https://egrove.olemiss.edu/wcpa/vol38/iss1/8

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Woman C.P.A. by an authorized editor of eGrove. For more information, please
contact egrove@olemiss.edu.

Personal
Management
Inflation and You

Dr. Ruth H. Bullard, CPA
The University of Texas at San Antonio
San Antonio, Texas
We like to think that as accountants we
are able to handle our personal affairs with
the same expertise and equanimity as we
handle (or advise) our clients. However, if
you are like most people these days, you
suffer from the dollar squeeze.
Despite the increases in salaries during
the past few years, real disposable income
for the average working individual has
actually declined. The Bureau of Labor
Statistics reports that real disposable in
come decreased 5% in 1974. The impact of
soaring inflation is not the only culprit in
eroding our dollar. Increases in taxes —
both income and social security — have
reduced our ability to buy or save money
for the future.
For the average American money and
credit have been hard to come by. Credit
transactions, such as home mortgage
loans, have decreased even though credit
is still available in a variety of modes —
such as personal loans, credit cards and
checking account loans.
We are all aware of the advantages of
the use of leverage in business activities.
Credit has been just as beneficial to the
individual as to the business. In fact, the
availability of credit has been one of the
primary factors in helping to increase our
standard of living. Without home
mortgages, for instance, the majority of
Americans would be unable to buy their
own homes. When properly used, credit is
a tremendous asset. When improperly
used, we can get caught up in the dollar
crunch facing poor money managers.
The National Foundation for Consumer
Credit sees mismanagement of borrowing
capabilities as a prime source of an indi
vidual's financial problems.

Red flags or warnings of a pending
financial crisis are:
1. Bills you used to pay on time are
put off for another month or so.

2. You are shuffling funds about,
using cash you had set aside for
other purposes, such as an upcom
ing insurance premium or tax bill.

3. You are dipping into reserve sav
ings or not-yet-matured bonds to
pay current bills.
4. You have less than 3-months
take-home pay ready in a savings
account for emergencies.
5. You borrow to pay for items for
which you used to pay cash.
6. You are taking out new loans to
pay old ones or extending old loans
to lower monthly payments.
7. Your monthly installment debts
exceed 20% of take-home pay.

8. You are constantly paying only
the minimum amount due each
month on charge accounts.
9. You have begun to receive a lot of
overdue slips.
10. You rely on extra income to
make ends meet.

11. You are unable to make some
replacements.
12. You are unable to make some
long-term investments.
13. You worry frequently about
money.
Financial advisers suggest three basic
remedies for avoiding a financial crisis: 1)
self-imposed discipline, 2) expert counsel
ing, and 3) legal action, e.g., bankruptcy.
James E. Conway's view is that financial
planning is difficult to do alone and that
few people have the sense to solicit help.
Mr. Conway is President of AYCO Corpo
ration.

Perhaps with self-imposed discipline
and our accountant's inherent knowledge
of financial matters, we can do our own
expert counseling, at least up to a point.
Some financial advisers start by gather
ing debts together and determining what
is left of income after paying variable and
fixed expenses. The process includes,
1) determining what income is,

2) figuring out exactly what is spent
each month,
3) making a list of outstanding
debts,

4) comparing the amount that is
owed against the amount left after
paying variable expenses (classified
as food, clothing, medicine, recrea
tion, entertainment, home mainte
nance, transportation and utilities)
and fixed expenses (classified as
mortgages, taxes and insurance).
Conway begins by developing three
sets of inventories, 1) a personal inven
tory, which accounts for individual assets
such as cash, stocks, real estate, au
tomobiles, etc.; 2) an inventory of em
ployee benefits such as medical insurance,
group life insurance, contributory pension
plans, and the like; 3) a documentation
inventory such as wills, insurance
policies, and tax returns.
Conway also sets up a personal profit
and loss statement. He warns, however,
that the balancing of the ledger is often the
easiest part of the whole planning process.
He states further that clients typically
vastly underestimate their expenses. All
of this leads to the crux of financial plan
ning.
Conway emphasizes that the single
most important input to any financial plan
is "a personal philosophy.” This personal
philosophy must be determined and re(Continued on page 33)
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nancial difficulty by purchasing a loan or a
property at an amount in excess of market
value, forgiving an indebtedness, reduc
ing the advisory fees, providing required
compensating balances or making out
right cash payments. In these situations,
full disclosure of the nature of the relation
ship between the REIT and its advisor and
the nature and amount of the transactions
between them should be made. Appro
priate accounting in the present
framework of generally accepted account
ing principles requires adjustment of any
assets (or liabilities) transferred between
the REIT and the advisor to current market
value as of the date of the transaction and
recognition, as income or as a reduction of
advisory fees, of the operating support ef
fectively obtained. When material, the ef
fect of such transactions should be re
ported separately in the statement of op
erations.
This Statement is applicable to all REITS
whether qualified under Sections 856-858
of Internal Revenue Code or not. Other
companies engaged in the business of in
vesting in real estate or making loans re
lated to real estate are beyond the scope of
this Statement; however, the conclusions
in the Statement may also be appropriate
for these companies.
Auditing implications of this Statement
are being considered by the Auditing
Standards Executive Committee of the
AICPA. In forming a judgment regarding
the adequacy of the allowance for loan
losses, the auditor is presented with at
least two significant problems. These are
using the work of non-accounting
specialists and availability of evidential
matter to estimate net realizable value of
properties. Estimated selling price and es
timated costs to complete construction are
among the factors to be considered in the
determination of net realizable value. The
work of an appraiser or engineer may be
needed for some of these estimates. If con
struction has not been completed or if it is
anticipated that a purchaser may be dif
ficult to locate, estimation of net realizable
value at a point in the future may be neces
sary. The auditor may need to evaluate
"estimates of future economic events"
and the reasonableness of assumptions
used in making such "estimates". If the
auditor is unable to obtain satisfaction as
to the reliability of appraisals, assump
tions and projections used in the determi
nation of the carrying value of real estate
and any related allowance for loan losses,
it may be necessary to appropriately qual
ify or disclaim an opinion.

statement that the "Failure of a taxpayer
corporation to prove that its entire ac
cumulation was for the needs of the busi
ness does not necessarily mean that no
part of the accumulation was reasonable."
The tax will only be assessed on that por
tion which is unreasonable.
There are two general consideration by
the court that might prove worthwhile to
keep in mind: (1) The courts have recog
nized a corporation's right to grow and
within reasonable limits to protect itself
and its shareholders,18 and (2) The busi
ness judgment of those entrusted with the
management of a successful growing en
terprise is not to be ignored.19

Conclusions

7Prentice-Hall, volume 3, 1973, 21,327.
8Ibid.
9Bahan Textile Machinery Co., Inc. V. U. S., 29
AFTR 2d 72-418.
10Motor Fuel Carriers, Inc. v. U. S., 12 AFTR
2d 5554.
11Walton Mill, Inc., P-H Memo TC 72,025.
12Sterling Distributors, Inc. v. U. S., 11 AFTR
2d 767.
13Ibid.
14Prentice-Hall, volume 3, 1973, 21,328.
15F. E. Watkins Motor Co. v. Comm., 31 TC
288, Note 7.
16Bremerton Sun Publishing Co., 44 TC 566.
17Federal Taxes and Management Decisions, by
Ray M. Sommerfeld; Richard D. Irwin, Inc.,
Homewood, Illinois, 1974.
18Prentice-Hall, volume 3, 1973, 21,328
19F.E. Watkins, op. cit.
20Prentice-Hall, volume 3, 1973, 21,301.
21Prentice-Hall 1976 Federal Tax Course,
Prentice-Hall, Inc., Englewood Cliffs, New Jer
sey, 1975, p. 3126.

Reasonableness of the accumulation of
earnings can be established by using one
of the methods set forth above such as the
Bardahl formula, the "reasonable current Personal Management
ratio", the need for the funds for expan (Continued from page 23)
sion, etc. In any event there are two things
lated to the individual's goals and objec
which should definitely be done to enable
tives such as:
a corporation to avoid the accumulated
1) the degree of financial indepen
earnings tax penalty:
dence desired,
(1) the corporation should keep up2) the level of retirement income
to-date records of why earnings are
desired,
retained and
3) the investment level desired,
(2) if the corporation lists any intan

gible factors such as fear of a depres
sion, available supporting data,
such as an economist's report,
should be filed with the list. The
more tangible the items, such as
plant expansion, the more concrete
the evidence should be, e.g. as near
to the blueprint stage as possible.20
The accumulated earnings credit for
$150,000 ($100,000 for years before 1975)21
exists because the lawmakers and courts
recognize the need for a firm to retain
ample earnings for operations and for ex
pansion; this credit may be adjusted if rea
sonableness of needs for retaining more
earnings can be established.

Notes
1Standard Federal Tax Reports; Taxes on
Parade, Commerce Clearing House, Inc., vol.
62, no. 18, April 2, 1975, p. 2.
2Standard Federal Tax Reports; Taxes on
Parade, Commerce Clearing House, Inc., vol.
61, no. 56, December 10, 1974, p. 2.
3TD 4914, 1939-2 CB 108, as amended by TD
5398, 1944 CB 194.
4TD 6378, 1959-1 CB 680, amending TD 4914
above.
5Latchis Theatres of Keene, Inc. et. al. v.
Comm., 7 AFTR 2d 380.
Standard Federal Tax Reports; Taxes on
Parade, Commerce Clearing House, Inc., vol.
61, no. 9, January 29, 1975, p. 7.

4) the standard of living level de
sired,
5) and how these goals and objec
tives fit into the individual's income
tax picture.
According to Mr. Conway, once the
above objectives have been set the indi
vidual can begin to assemble a financial
plan.
The two methods discussed above are
basically the same. The first step is to
prepare a budget, which forces us to look
ahead and to consider how the various
classes of income and expense fit together.
We all remember from our budgeting
classes in school that the primary benefit
of a budget is that it makes us put down in
writing exactly what our plans are. It is
very easy to underestimate expenses. Not
until we actually start tallying up exactly
what we spend for what can we accurately
determine the total expenditures related
to each expense category. The budgeting
process also points out to us the many
ways in which we can possibly cut expen
ditures.
Perhaps the most difficult aspect of the
financial plan is the necessary self
discipline. Or, perhaps, it is just facing up
to the fact that we do need a financial plan
and then doing something about it.
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